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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

POSITION PAPER

THE ISSUANCE OF COMPILATION REPORTS
BY ACCOUNTANTS:
THE NEED FOR
PUBLIC REGULATION AND PROFESSIONAL
OVERSIGHT

This paper was prepared by AICPA staff for the information
of persons interested in regulation of the provision of
accounting services to the public.
It has not been
reviewed by the Board of Directors or by any committee of
the Institute.

November 1982

I.

INTRODUCTION.

This paper presents the position that the authority

to issue reports on compilations of financial statements should

be limited by statute to certified public accountants or other

accountants duly licensed by a state board of accountancy.
rationale for this position is discussed below.

The

We urge that

such legislation be adopted in the public interest or, if al

ready adopted by a particular state, that it be sustained against

challenge and enforced.
The public interest requires that the authority to

employ certain conventional language in reporting on compilations

of financial statements should be limited to those who possess
the skills required to perform the work and draw the conclusions

required by such a report and whose adherence to standards of

professionalism can be policed by their submission to an appro
priate regulatory regime.

II.

COMPILATIONS AND THE STANDARD REPORT THEREON
The American Institute of Certified Public Accountants

("Institute" or "AICPA") in the governing of professional standards
defines "compilations of financial statements" as follows:
"Presenting in the form of financial statements
information that is the representation of man
agement (owners) without undertaking to express
any assurance on the statement."1

1.

Statements on Standards for Accounting and Review Services,
§100.04 (AICPA December 1978) (hereinafter "SSARS") reported
in AICPA Professional Standards (CCH) AR §100.04 (footnote
omitted).

Typically, the accompanying report describes the ser
vices performed by the accountant and states:

(1) that a compila

tion has been performed in accordance with standards established
by the AICPA;

(2) that a compilation is limited to presenting, in

financial statement form, information that is the representation

of management; and (3) that the financial statements have not

been audited or reviewed and, accordingly, the accountant does

not express an opinion or any other form of assurance on them.
SSARS at §100.04.
The performance of these functions does call upon the

person employing the language to possess and apply certain skills.

While, by definition, the person performing the compilation or
reporting thereon does not undertake to express any assurance on

the financial statements to potential users, the expression of
the report in the conventional language does state that certain

responsibilities have been undertaken by the person issuing the

report and users in fact are invited to assume that these minimal
responsibilities have been met.

Among the skills which the issuance of such a report

entails are:

(1) the possession of a requisite knowledge of the

accounting principles and practices of the industry in which the
entity whose financial statements are to be compiled is operating;

(2) the ability to discern material errors in the financial state

ments when such errors should be obvious to a person of pro
fessional training; and (3) the possession of a general under
standing of the particular entity's business transactions, account
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ing records and qualifications of its personnel.

Among the

responsibilities assumed by a person who issues the standard
form of compilation report are the obligation to acquire the re

quisite understanding described above when such understanding
is not previously possessed; the duty to consider whether obvious
material error or omission exists in the financial statements
compiled and the obligation, in the event of awareness of such
error, to cause such error to be corrected, or to disclose such

error in the report on the compiled financial statements, or to

withdraw from the engagement.
The level of skill which is required for such an en

gagement is not insignificant.

Also, while the level of respon

sibility undertaken when a person issues the standard compilation
report is obviously not nearly so great as it is when an opinion

is rendered on the statements after audit, the obligations are
real.

Accordingly, it is in the public interest generally and

in the interest of potential users in particular that only persons
who have committed themselves to discharge such obligations with

fidelity ought to be able to render the standard report.
III.

EXAMPLES OF SKILLS AND DUTIES REQUIRING
REGULATION OF THE AUTHORITY TO ISSUE
STANDARD COMPILATION REPORT.

Certain of the skills involved and obligations undertaken

by a person issuing the standard report on compilations are men
tioned above.

An examination in somewhat greater detail of these

skills and duties establishes the propriety of restricting the
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authority to render such reports to those persons whose skills

have been appropriately verified and whose adherence to profes
sional obligations can be enforced by an appropriate regulatory

scheme.
1.

The accountant should be knowledgeable about
the accounting practices and principles
appropriate to the particular industry.

The issuance of compilation reports is necessarily pre
mised upon a working familiarity with the industry in which the
entity operates.

The accountant must be conversant with the

source and nature of the accounting principles applicable to the
pertinent industry and with the form and content of the particular
financial statements that are appropriate to reflect the financial

condition and operating results of an entity in that industry.

In accordance with these principles, the Institute’s

standards state that:
’’The accountant should possess a level of know
ledge of the accounting principles and practices
of the industry in which the entity operates that
will enable him to compile financial statements
that are appropriate in form for an entity opera
ting in that industry. This standard does not
prevent an accountant from accepting a compilation
engagement for an entity in an industry with which
the accountant has no previous experience.
It does,
however, place upon him a responsibility to obtain
the required level of knowledge. He may do so,
for example, by consulting AICPA guides, industry
publications, financial statements of other en
tities in the industry, textbooks and periodicals,
or individuals knowledgeable about the industry.2

2.

SSARS §100.10.
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In short, the issuance of the compilation report suggests
to the user that the financial statements upon which the report
is rendered are in a form appropriate for an entity operating

in the industry in question and that the person issuing the report
has the requisite skill and knowledge to determine that this is so.

2.

The accountant must be familiar with the nature
of the business and with the accounting practices
of the particular entity.

It is not enough that the issuer of a compilation report
possess the above-described level of understanding about the industry
in which the entity operates; it is also important that the issuer

of such a report possess an adequate and general understanding of
certain aspects of the operations of the entity itself.

This

knowledge of the entity’s transactions, records and personnel is
necessary if the person issuing the report is to make sense of the

data furnished by the owners or management of the entity and to

draw even the rudimentary conclusions which, as described below,

are a part of the task of such a reporter.

The profession’s stan

dards again recognize the pertinent concerns and prescribe the re
quired skill and associated responsibilities:

"To compile financial statements, the accountant
should possess a general understanding of the nature
of the entity's business transactions, the form of
its accounting records, the stated qualifications
of its accounting personnel, the accounting basis
on which the financial statements are to be pre
sented, and the form and content of the financial
statements.
The accountant ordinarily obtains
knowledge of these matters through experience with
the entity or inquiry of the entity's personnel. On
the basis of that understanding, the accountant
-5-

should consider whether it will be necessary to
perforin other accounting services, such as
assistance in adjusting the books of account
or consultation on accounting matters, when he
compiles financial statements.3

3.

The accountant must consider whether compiled
financial statements are free from obvious
material error.

The issuance of a compilation report may not be done with
out reflection, on the part of the person issuing the report, as to

whether the compiled financial statements are free from obvious
material error.

As the Institute’s standards express it:

"Before issuing his report, the accountant should
read the compiled financial statements and con
sider whether such financial statements appear to
be appropriate in form and free from obvious
material errors.
In this context, the term error
refers to mistakes in the compilation of financial
statements, including arithmetical or clerical
mistakes, and mistakes in the application of
accounting principles, including inadequate dis
closure."4
The issuer of such a report thus obviously assumes the res
ponsibility, albeit a limited one, thoughtfully to conclude whether
the financial statements are or are not free from "obvious material

error".

Moreover, an appreciable level of skill is involved in

the discharge of that responsibility.

error" is itself a term of art.

The term "obvious material

The word "obvious" refers, as the

context of the standard makes clear, to errors which would be
obvious to the trained eye, not necessarily to the layman.

This

is apparent from the fact that the term "error" is defined to include

3.

Id. at §100.11.

4.

Id. at §100.13 (emphasis in original).
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not only arithmetical mistakes, but also "mistakes in the applica
tion of accounting principles".

This obviously requires at least

the knowledge of the relevant accounting principles and their

correct application.

"Error" also includes "inadequate disclo

sure" which requires a trained understanding of what levels of
disclosure are appropriate and what information is required in
order to afford that level of disclosure. The person considering

whether the financial statements are free from such errors must,

therefore, possess the requisite knowledge and experience to
form the judgments which are involved in making that determination.
Moreover, the notion of "materiality" entails a professional

judgment based on an understanding of financial statements and of

the business operations of the entity for which such statements

have been prepared.

Thus, professional skill and judgment are neces

sarily involved in performing the operations required to issue the

standard compilation report.

4.

Upon becoming aware of incorrect, incomplete
or unsatisfactory information in a compilation,
the accountant must take certain action.

It is, of course, of the essence of compiled financial

statements, as defined above, that the accountant in issuing a

report thereon is not required to undertake any procedures to
obtain independent verification of the data contained therein.

However, as a result of inquiries which might be made, or of prior

experience, or of indications on the face of the financial data,
questions may arise regarding the correctness, completeness or
adequacy of the information accumulated for inclusion in the com-
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piled financial statements.

If the accountant becomes aware of

such questions, the maintenance of public confidence in the use
fulness of such reports requires that the accountant take certain
steps. The Institute's standards governing compilation reports
provide as follows with respect to these matters:

"The accountant is not required to make inquiries
or perform other procedures to verify, corroborate,
or review information supplied by the entity.
However, the accountant may have made inquiries
or performed other procedures. The results of such
inquiries or procedures, knowledge gained from
prior engagements, or the financial statements on
their face may cause the accountant to become aware
that information supplied by the entity is incorrect,
incomplete or otherwise unsatisfactory for the pur
pose of compiling financial statements.
In such cir
cumstances, the accountant should obtain additional
or revised information. If the entity refuses to
provide additional or revised information, the
accountant should withdraw from the compilation engage
ment. "5
To be sure, the duty to refrain from being associated with
inadequately compiled financial statements by rendition of a report

when the entity refuses to provide correct, complete or satisfactory
information is a decidedly elementary duty.

Nevertheless, the

existence of the duty creates, in potential users of compiled finan
cial statements upon which such reports have been issued, a justi

fiably expectation that, if the accountant had become aware of
material error, he would have corrected it or disclosed it.

It is

appropriate that users have such an expectation and it is in the
public interest that the persons authorized to issue such reports

be only those against whom such a professional duty can be enforced.

5.

Id.

at §100.12

(citations omitted).
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5.

The accountant must be able to identify areas
where the financial statements do not comply
with generally accepted accounting principles
or another comprehensive basis of accounting)
and either revise the financial statements or
point out the departures in his compilation
report.

Users of the financial statements are entitled to be in

formed of any known material omissions or departures from
generally accepted accounting principles (or another comprehensive

basis of accounting) in those statements.

If it is possible to

revise the financial statements, this should be done.

If for some

reason it is not possible to revise the statements, the user should

be alerted to the known omissions or departures.
Obviously, in order to identify such omissions or departures

an accountant must be familiar with the accounting principles in
volved.

He must also possess sufficient professional judgment to

determine the materiality of such omissions or departures.

Again,

the profession's standards treat this issue and prescribe proper
courses of action.

Regarding departures from generally accepted

accounting principles, the standards state in relevant part:

"An accountant who is engaged to compile or review
financial statements may become aware of a departure
from generally accepted accounting principl
es (which
include inadequate disclosure) that is material to
the financial statements... if the financial state
ments are not revised, the accountant should consider
whether modification of his standard report is ade
quate to disclose the departure."6

6.

Id. at §100.39 (citation omitted).
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"If the accountant concludes that modification
of his standard report is appropriate, the
departure should be disclosed in a separate
paragraph of his report, including disclosure
of the effects of the departure on the finan
cial statements if such effects have been
determined by management or are known as the
results of the accountant’s procedures.
The
accountant is not required to determine the
effects of a departure if management has not
done so, provided the accountant states in his
report that such determination has not been
made."7
On occasion, an entity may wish to issue its financial

statements omitting all (or substantially all) the disclosures

appropriate under generally accepted accounting principles or
another comprehensive basis of accounting.

Knowledge that such

disclosures have been omitted from the financial statements is
indispensable to users of the statements in order for them

to determine whether the statements are Useful without the omitted

information.

As to omissions of certain disclosures, the standards

provide in pertinent part:

"An entity may request an accountant to compile
financial statements that omit substantially all
of the disclosures required by generally accepted
accounting principles, including disclosures that
might appear in the body of the financial state
ments.... The accountant may compile such financial
statements provided the omission of substantially
all disclosures is clearly indicated in his report
and is not, to his knowledge, undertaken with the
intention of misleading those who might reasonably
be expected to use such financial statements. When
the entity wishes to include disclosures about only
a few matters in the form of notes to such financial
statements, such disclosures should be labeled
'Selected Information-Substantially All Disclosures
Required by Generally Accepted Accounting Principles
Are Not Included.'"8

7.

Id. at §100.40 (footnote omitted).

8.

Id. at §100.19 (footnote omitted).
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Licensed accountants bound by these professional standards are

required, in these circumstances, to issue a modified compila

tion report disclosing that the financial statements omit the

necessary disclosures.

Unlicensed persons are not bound by such

a requirement.

IV.

THE USE OF THE REPORT REQUIRING SUCH SKILLS
SHOULD BE LIMITED TO LICENSED PROFESSIONALS.

As we have developed, the use of the standard form of

report on compilation involves the application of skill and the
discharge of duty.

It is in the public interest that the use

of the standard form of report on compilation be restricted to
those persons whose levels of skills have been tested and whose

adherence to duty can be policed.

The province of state

accountancy regulation is to assure the requisite levels of pro
ficiency and the use of the report should be limited by statute

to appropriately certified or licensed professionals.
State accountancy statutes and regulations governing the

practice of public accounting generally require, as a prerequisite
to the certification and licensure to issue reports in connection

with financial statements, that accountants demonstrate their
professional competence by satisfying several criteria including:

(1) completion of an academic course of study
in general, financial and accounting matters;
and
(2)
successful completion of a uniform examina
tion designed, among other things, to test the
applicant’s knowledge of the principles and stan
dards of financial statement reporting.
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As an adjunct to governmental regulation through licensure
and because of the public interest in assuring that the appropriate
levels of responsibility have been discharged by professionals who

issue reports on financial statements, public accountants have

long been guided by a body of professional standards governing
the presentation of financial statements and the issuance of reports
in connection with such statements.

The Statements on Standards

for Accounting and Review Service (SSARS) which have been cited
throughout this paper recently have been issued by the Institute

in order to provide additional guidance to public accountants in
connection with the exercise of professional judgment by them in

the issuance of a compilation report on financial statements.
The SSARS are issued by the Institute’s Accounting and
Review Service Committee, the senior technical committee of the

Institute designated to formulate standards governing accountants ’

reports issued in connection with unaudited financial statements
or other unaudited financial information of a non-public entity.

They have been adopted, explicitly or implicitly, by most state
boards of accountancy.

These standards are binding as an ethical

matter on members of the Institute, and any unjustified departure

from their terms renders such a member liable to sanctions, in

cluding investigations by the AICPA Ethics Committee and possible
disciplinary action by its Trial Boards.
As a result of extensive educational efforts undertaken

by the profession by other entities such as credit-granting insti
tutions, the financial community has come to regard the use of a
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particular form of report on financial statements as an indication
that the issuer of the report has complied with the professional
standards appropriate to the service provided.

It is not in the public interest to permit the conven
tional form of report on compiled financial statements to be

issued by persons who have not demonstrated the level of profes

sional competence prescribed for licensure and who are not re
quired to conform to generally accepted standards of performance
and held accountable to professional discipline for unjustified

Allowing persons who do not possess

departure from such standards.

such qualifications to issue reports in this form invites misunder

standing on the part of the financial community as to the signi

fic
ance of the reports and deprives the potential users of such
reports of the appropriate level of confidence that such reports

have been prepared consistent with the standards of skill and
duty which properly govern them.
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